






































































































































been developed). Moreover, we believe that an independent 

organization could bring about a degree of carrier confidence in 

the results which BHI could not achieve. 

In the Report we shall not seek to raise all of the questions 

which should be examined by a consulting entity. However, we shall 

mention a few problems to which the contracting firm should address 

itself. 

(a) Accuracy 

Perhaps the most important question relating to 

measurement of carrier performance is how the performance criteria 

can be made to reflect the accuracy of program benefit payments, 

i.e. , whether the correct amount of money has been paid to the right 

person. For example, this would entail such matters as correctly 

determining coverage, screening out aberrant-appearing situations 

for further investigation and identification of excessive utilization. 

Some of these problems are, of course, ones with 

which the PSRO' s are supposed to deal. Ultimately, probably the 
I I 

test of carrier performance in this area will be closely geared to 

• 

' 
its capacity to be an effective consumer of the outputs of the PSRO's. 

However, it may be years before the PSRO's are producing vital 

utilization review data for Part B services, and particularly those ' 
rendered in doctors' offices. Thus, the carriers should be urged to 

perform this function as effectively as possible until the PSRO's 

take over. Protection of the taxpayer's interest requires that ways 

be devised to assess the effectiveness of the present carriers, 
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whether through PSRO' s or otherwise, in reducing waste of program 
w~~w~ 

funds. 

(b) Cost Variation 

In relation to costs, criteria need to be developed 

as to what constitute tolerable deviations from the accepted norm.!/ 

Clearly one would have to allow for differing circumstances that 

carriers face, to the extent that~these differences affect costs and 

are also outside the control of carriers (e.g., regional differences 

in wage rates). But the question that needs to be resolved is what 

constitutes unacceptable performanC'e once the data on costs have been 

adjusted for sources of variation that are outside the control of 

carriers. In this respect, two principles must be considered. First, 

before penalties are applied, unacceptable performance should be 

manifest for several accounting periods since poor performance in one 

period may be attributable to non-recurring forces. Second, small 

deviations from the norm established by the more efficient carriers 

should not result in penalties in the performance rating. Fear of 

• being downgraded for minor deviations from the norm would serve as 

a disincentive to experimentation and may lead to excessive uniformity 

among carriers. Accordingly, penal ties in the performance rating are 

appropriate only for significantly higher than target costs. 

Quantitative criteria are needed as to what will be considered a 

"significant" deviation from the norm. 

!/ Needless to say, the Committee does not mean to encourage carriers 
toward developing similar costs or cost estimates. Obviously, 
collaboration among carriers should not extend to pricing policies 
and practices. 
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(c) Timeliness 

In relation to timeliness of processing claims, has 

too much emphasis been placed on this factor? It has been suggested 

by the National Association of Blue Shield Plans that: 

J!lhe performance term 'tL~eliness' should be used very 
sparingly. The program should perpetuate a new conno­
tation of 'inventory control', in which the performance 
standards defining the term would focus on the overall 
workload, and the performance objective would measure 
how well the carrier Pf~cessed the bulk and controlled 
the exception claims. "lt 

(d) Q;uali ty 

In relation to the quality of a carri~1~'s processing 

of claims, we believe that the primary responsibility for applying 

relevant tests should remain with th3 Bureau of Health Insurance. 

However, in devising standards and criteria, as distinct from 

evaluating individual carriers, the advice and suggestions of carriers 

should, of course, be solicited. 

4. More Effective Carrier Reporting 

A critical element in improved criteria of carrier performance 

is the development of better systems of reporting by carriers. It 

would appear from the data prese~ted to the Committee that the cost 

accounting information at the carrier level is not standardized to 

the point where comparisons can be made with a reasonable degree of 

reliability. This was acknowledged by +.he Government representatives 

after reviewing Staff Paper No. 3 and was confirmed by several 

industry representatives. 

!/ Memorandum accompanying letter to the Chairman dated December 19, 
1973-
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